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The
Representation
Letter
A n  Important Communication
Between
Management and the 
Independent Auditor
a bout the time your auditor com­
pletes the annual audit of your com­
pany’s financial statements, you will be 
asked to sign a letter that at first glance 
may appear formidable. But it really 
isn’t. All it amounts to is that— as man­
agement— you are asked to acknowl­
edge that you— rather than the auditor 
— have primary responsibility for the 
financial statements and that to the best 
of your knowledge these statements 
are correct. The letter does not change 
or add to your fundamental responsi­
bilities, nor does it relieve the auditor of 
any of his responsibilities. It simply 
clarifies the traditional roles that man­
agement and the auditor perform. 
Nothing significant has been added. 
Auditors have commonly solicited such 
letters from their audit clients; now 
their audit standards require it.
This booklet is for businessmen 
who may not have been asked to sign 
what auditors refer to as a Representa­
tion Letter before. Its purpose is to 
anticipate and answer your questions.
Copyright © 1978
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Why Is a
Representation Letter
Required?
Bankers, credit grantors and others rely on the 
auditor’s report on financial statements and, 
because of this, the auditor must comply with 
rigorous standards that prescribe the process 
and procedures of an audit. Those standards 
are established by a senior technical com­
mittee of the AICPA, composed of CPAs, most 
of whom are practicing public accountants. 
Their recommendations are developed over 
extended periods and circulated for comment 
to thousands of people who are in the profes­
sion or allied fields, including regulatory 
bodies. These recommendations and com­
ments represent the consensus of what 
standards should be.
In September 1977, this committee issued 
Statement on Auditing Standards No. 19, which 
in its prologue states: “ This statement 
establishes a requirement that the indepen­
dent auditor obtain certain written representa­
tions from management as a part of an 
examination made in accordance with gen­
erally accepted auditing standards and 
provides guidance concerning the representa­
tions to be obtained.’’
That is the guideline requiring the auditor 
to seek your cooperation in signing a 
Representation Letter.
What Are Management’s 
Responsibilities?
For nearly a century— or as long as company 
financial statements have been audited— it has 
been accepted that financial statements are 
management’s representations. You as the 
operator of a business have access to the 
most detailed knowledge of that business 
and have daily, first-hand exposure to transac­
tions and other events reported in the financial 
statements.
As part of your stewardship role in 
management, you are responsible for the 
selection of accounting principles when alter­
natives are available. This is true even though 
you may be unfamiliar with the intricacies of 
accounting practices.
The auditor usually advises you in the 
preparation of financial statements and often 
drafts them foryou, but this does not dilute 
your responsibility. The auditor corroborates 
your representations and offers an opinion on 
the financial statements. However, that does 
not lessen your responsibility for those 
statements.
A representation letter documents infor­
mation relating to your knowledge of the 
business and your intentions. It complements 
other audit procedures the auditor applies to 
corroborate that information.
Does a Representation Letter 
Benefit Management?
Yes, a representation letter has several bene­
fits for management. It avoids misunderstand­
ing and provides a checklist for important 
matters that affect the financial statements.
During the audit, you will respond to many 
of the auditor’s questions. For example, after 
identifying related party transactions, the 
auditor routinely asks whether management 
has knowledge of any other such transactions 
not already disclosed. Another example is an 
auditor's reliance on management’s repre­
sentation that it does not intend to dispose of 
certain marketable securities. The purpose of 
putting these representations in writing is to 
confirm the continued appropriateness of the 
information obtained in discussions with 
management.
Does Signing a
Representation Letter
Alter Responsibilities?
No. This simply affirms a responsibility 
that already exists. At the same time, the repre­
sentation letter does not lessen the auditor’s 
responsibilities either fo r the conduct of the 
audit or for his opinion on financial state­
ments. The new standard (SAS No. 19) does 
not displace other essential audit procedures.
It cannot be stated too often: an inability 
to perform essential procedures would consti­
tute a limitation on the scope of the audit even 
if management were to provide representations 
covering such matters.
It is important that questions regarding 
representations be thoroughly explored and 
answered to the full satisfaction of all con­
cerned. The auditor can’t give a clean opinion 
without this letter of representation. And with­
out this letter in hand, the auditor is left to 
wonder if management has withheld informa­
tion. Certainly, this might raise doubts in the 
auditor’s mind about the reliability and com­
pleteness of management’s oral responses to 
the auditor’s inquiries.
Management Should
Understand the Importance of 
The Representation Letter
The representation letter is not just 
“ another form” to be signed. It is important to 
the auditor even though year after year its form 
and substance may go unchanged. Typically, 
it contains condensed but significant and 
wide-ranging assertions. Even though the rep­
resentation letter may be drafted by the auditor 
for your signature, the representations it con­
tains are yours, and you should understand the
(Date of Auditor’s Report)
Illustrative Representation Letter
(To Independent Auditor)
In connection with your examination of the (identification of financial statements) of (name of client) 
as of (date) and for the (period of examination) for the purpose of expressing an opinion as to whether 
the (consolidated) financial statements present fairly the financial position, results of operations, and 
changes in financial position of (name of client) in conformity with generally accepted accounting princi­
ples (other comprehensive basis of accounting), we confirm, to the best of our knowledge and belief, the 
following representations made to you during your examination.
1. We are responsible for the fair presentation in the (consolidated) financial statements of financial 
position, results of operations, and changes in financial position in conformity with generally accepted 
accounting principles (other comprehensive basis of accounting).
2. We have made available to you all—
a. Financial records and related data.
b. Minutes of the meetings of stockholders, directors, and committees of directors, or summaries of 
actions of recent meetings for which minutes have not yet been prepared.
3. There have been no—
a. Irregularities involving management or employees who have significant roles in the system of 
internal accounting control.
b. Irregularities involving other employees that could have a material effect on the financial 
statements.
c. C om m unications from regulatory agencies concern ing  noncom pliance w ith, o r deficiencies in, 
financial reporting practices that could have a material effect on the financial statements.
4. We have no plans or intentions that may materially affect the carrying value or classification of 
assets and liabilities.
5. The following have been properly recorded or disclosed in the financial statements:
a. Related party transactions and related amounts receivable or payable, including sales, 
purchases, loans, transfers, leasing arrangements, and guarantees.
b. Capital stock repurchase options or agreements or capital stock reserved for options, warrants, 
conversions, or other requirements.
c. Arrangements with financial institutions involving compensating balances or other arrangements 
involving restrictions on cash balances and line-of-credit or similar arrangements.
d. Agreements to repurchase assets previously sold.
6. There are no—
a. Violations or possible violations of laws or regulations whose effects should be considered for 
disclosure in the financial statements or as a basis for recording a loss contingency.
b. Other material liabilities or gain or loss contingencies that are required to be accrued or 
disclosed by Statement of Financial Accounting Standards No. 5.
7. There are no unasserted claims or assessments that our lawyer has advised us are probable of 
assertion and must be disclosed in accordance with Statement of Financial Accounting Standards No. 5.
8. There are no material transactions that have not been properly recorded in the accounting records 
underlying the financial statements.
9. Provision, when material, has been made to reduce excess or obsolete inventories to their 
estimated net realizable value.
10. The company has satisfactory title to all owned assets, and there are no liens or encumbrances on 
such assets nor has any asset been pledged.
11. Provision has been made for any material loss to be sustained in the fulfillment of, or from inability 
to fulfill, any sales commitments.
12. Provision has been made for any material loss to be sustained as a result of purchase commitments 
for inventory quantities in excess of normal requirements or at prices in excess of the prevailing market 
prices.
13. We have complied with all aspects of contractual agreements that would have a material effect on 
the financial statements in the event of noncompliance.
14. No events have occurred subsequent to the balance sheet date that would require adjustment to, 
or disclosure in, the financial statements.
(Name of Chief Executive 
Officer and Title)
(Name of Chief Financial 
Officer and Title)
full implications of statements in the letter.
It would be well worthwhile to discuss the
letter with your auditor so that all agree as to 
the meaning and significance of the represen­
tations. Ask for an explanation of unfamiliar 
terms or phrases. (You may want definitions 
included in the letter.) Make sure any changed 
circumstances are reflected in the current 
year’s letter and that generalizations not appli­
cable to your business have not been included 
inadvertently.
Finally, keep in mind these words which 
usually appear in the opening paragraph:
we confirm, to the best of our 
knowledge and belief...
The representations do not constitute a guar­
antee that the information given is correct, but 
rather that it is, in good faith, your best 
knowledge and belief.
Illustrative
Representation Letter
The illustrative representation letter included 
in Statement on Auditing Standards No. 19 is 
reproduced opposite. The letter is addressed 
to the CPA firm. Because the auditor is con­
cerned with events occurring through the date 
of his report that may require adjustment to 
or disclosure in the financial statements, the 
letter will probably bear the date of the auditor’ 
report. That date marks the completion of all 
significant auditing procedures. Normally, the 
chief executive officer and the chief financial 
officer sign the letter. You or your auditor may 
request that other persons who are knowledge 
able about particular items sign the letter to 
ensure that those persons are aware that man­
agement is relying on their knowledge as a 
basis for its representations, and that they 
concur with the representations made.
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